BEFORE JAMES A. DODRILL, INSURANCE COMMISSIONER
OF THE STATE OF WEST VIRGINIA
In the Matter of:
WEST VIRGINIA MUTUAL INSURANCE COMPANY (NAIC#11972)
ADMINISTRATIVE PROCEEDING NO. 20-AP-FINCON-02015
AGREED ORDER ADOPTING REPORT OF FINANCIAL EXAMINATION AND
DIRECTING ACTION
COMES NOW James A. Dodrill, Insurance Commissioner of the State of West Virginia,
(hereinafter the “Insurance Commissioner™) and issues this Order which adopts the REPORT OF
FINANCIAL EXAMINATION as of December 31, 2018, of West Virginia Mutual Insurance

Company (hereinafter referred to as “Company”) based upon the following findings, to wit:

JURISDICTION & FINDINGS OF FACT
1. The Insurance Commissioner is charged with the duty of administering and enforcing

the provisions of Chapter 33, of the West Virginia Code of 1931, as amended.

2. The Company is organized pursuant to provisions of Article 22, Chapter 33 of the West
Virginia Code.

3. The Company was created through legislation, West Virginia House Bills 601 and
2122 in 2002 and 2003, respectively, to provide medical professional liability insurance (“MPLI”)
to physicians in West Virginia (WV). The Company’s creation was in response to a market crisis in
ﬁrofessional liability insurance for West Virginia physicians. The Company was initially
incorporated in West Virginia as a mutual insurer under the name West Virginia Physicians Mutual
Insurance Company on August 29, 2003 and commenced business on July 1, 2004. The Company
adopted its current name in June 2006. The Company assumed certain assets and liabilities of the

Board of Risk Insurance Management (“BRIM”), which had previously provided MPLI to
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physicians. The Company assumed all applicable policies previously carried by BRIM from 2002
going forward. As a mutual insurer, the Company is owned by its policyholders. The Company has
no affiliates and is not part of a Holding Company System. The Company remains the leading
provider (based on market share of direct premium written) of MPLI coverage in the State of West
Virginia. During the examination period, there were two amendments to the Company’s Bylaws, and
one amendment to its Articles of Incorporation.

4. In 2016, the Articles of Incorporation were amended to remove the term “nonprofit”
from Article III, remove the obsolete provision limiting the Company from writing outside the state
until the debt was repaid to the State of West Virginia, and updated and revised headings.

5. In 2016, the Bylaws were amended to remove reference to the Nonprofit Corporation
Act.

6. In 2018, the Bylaws were amended to remove the obsolete requirement for a Dean
of a West Virginia school of medicine to serve on the Company’s Board of Directors (“Board”),
changed the requirements for the composition of the Board clarifying and modifying other terms and
headings and changing the requirement for the Audit Committee and the Compensation Committee
to “at least” three directors.

7. An examination of the financial condition and operational affairs of the Company for
period beginning January 1, 2016 and ending December 31, 2018, was conducted in accordance with
Code §33-2-9(c) by the Insurance Commissioner.

8. On May 15, 2020, the examiner filed a Report of Financial Examination with the
Insurance Commissioner pursuant to W.Va. Code § 33-2-9(j)(2). A copy of the Report of Financial
Examination is attached hereto as Exhibit A and incorporated herein as if set forth in full.

9. On or about May 21, 2020, a true and accurate copy of the Report of Financial

Examination was sent and received via email to Tamara Lively. A copy of the Letter dated May

21, 2020, is attached hereto as Exhibit B.



10.  Pursuant to W.Va. Code § 33-2-9(j)(2), the Company was notified and afforded a
period of thirty (30) days, after receipt of the Report of Financial Examination, to make a submission,
rebuttal, or objection concerning any matter contained in the Report.

11. By letter dated June 16, 2020, management of the Company acknowledged that they
had reviewed the Report of Financial Examination and concurred with the findings of the

examination. A copy of the Company’s letter of June 16, 2020, is attached hereto as Exhibit C.

CONCLUSIONS OF LAW

1. Code § 33-2-9(j)(2) provides that no later than sixty (60) days following completion
of the examination, the examiner in charge shall file with the Insurance Commissioner a verified,
written Report of Financial Examination under oath, and upon receipt of the verified report, the
Insurance Commissioner shall transmit the Report of Financial Examination to the Company with a
notice that shall afford the Company a reasonable opportunity of not more than thirty (30) days, to
make a written submission or rebuttal.

2. Code § 33-2-9(j)(3) provides that within thirty (30) days of the end of the period
allowed for the receipt of written submissions or rebuttals the Insurance Commissioner shall fully
consider and review the Report of Financial Examination, together with any written submissions or
rebuttals, and shall enter an ORDER adopting the Report of Financial Examination as filed or with
modifications or corrections, enter an ORDER rejecting the Report of Financial Examination with

directions to the examiners to reopen the examination or call for an investigatory hearing.

ORDER
It is, therefore, ORDERED as follows:
1. The Report of Financial Examination of the Company, attached hereto as Exhibit A,
is hereby ADOPTED and APPROVED by the Insurance Commissioner.

2. A copy of this Agreed Order Adopting Report of Financial Examination and
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Directing Action and the Report of Financial Examination shall be mailed to the Company via

certified mail, return receipt requested, upon entry by the Insurance Commissioner.

3. The Company shall file with the Insurance Commissioner, within thirty (30) days of
the issuance of this Agreed Order, affidavits executed by each of its directors stating under oath that
they have received a copy of the Report of Financial Examination and a copy of this Agreed Order

Adopting Report of Financial Examination and Directing Action in accordance with Code § 33-2-

9()(4).

4. The Company shall take whatever actions are required to comply with the
recommendations set forth in the Report of Financial Examination, if any, and shall demonstrate
compliance to the satisfaction of the Insurance Commissioner, if necessary.

5. The Company, as indicated by its signature hereon, waives any right(s) to any notice,
administrative hearing or appeal therefrom for the actions taken by the Insurance Commissioner

herein this Agreed Order Adopting Report of Financial Examination and Directing Action. The

Company reserves its rights to notice, administrative hearing or appeal for any future enforcement
actions taken by the Commissioner that might result from this Agreed Order, if any.
6. This matter is dismissed from the administrative docket of the Insurance

Commissioner.

ENTERED this 2 I day of

Jame '

West V 1a Insurance Commissioner
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SALUTATION

May 15, 2020
Charleston, West Virginia

The Honorable James A. Dodrill

West Virginia Insurance Commissioner
900 Pennsylvania Ave.

Charleston, West Virginia 25302

Pursuant to the authority vested in the West Virginia Offices of the Insurance Commissioner
(“WVOIC”), as well as rules, regulations and procedures promulgated by the National Association
of Insurance Commissioners (“NAIC”), an examination has been made of the administrative
affairs, books, records, and financial condition of:

West Virginia Mutual Insurance Company
500 Virginia Street East, Suite 1200
Charleston, WV 25301

hereinafter referred to as the “Company”. The following Report of Examination is respectfully
submitted.
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SCOPE OF EXAMINATION

The examiners have performed a multi-state financial examination of the Company. The last
examination covered the five-year period from January 1, 2009 through December 31, 2013. The
examination commenced on November 8, 2019 pursuant to W.Va. Code §33-2-9(a), as amended,

and covers the five-year period from January 1, 2014 through December 31, 2018.

The purpose of this examination is to assess the financial condition of the Company and set forth
findings of fact (together with citations of pertinent laws, regulations and rules) with regard to any

material adverse findings disclosed by the examination.

The general procedures of the examination followed rules and standards as set forth in the NAIC
Financial Condition Examiners Handbook (“Handbook™) and West Virginia Laws, Regulations,
and Directives of the WVOIC. The examination was conducted to evaluate the financial condition
and identify prospective risks of the Company by obtaining information about the Company
including corporate governance, identifying and assessing inherent risk within the Company and
evaluating system controls and procedures used to mitigate those risks. In addition, the principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation, management’s compliance with Statements of Statutory Accounting

Principles (“SSAP”) and annual statement instructions were assessed.

All accounts and activities of the Company were considered in accordance with the risk-focused
examination process. This may include assessing significant estimates made by management and
evaluating management’s compliance with Statutory Accounting Principles. The examination does
not attest to the fair presentation of the financial statements included herein. If, during the course
of the examination an adjustment is identified, the impact of such adjustment will be documented

separately following the Company’s financial statements.
The report is presented on an exception basis. It is designed to set forth the facts with regard to

any material adverse findings disclosed during the examination. If necessary, comments and

recommendations have been made in those areas in need of correction or improvement. In such
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cases, these matters were discussed with responsible Company officials during the course of the

examination.

SUMMARY OF SIGNIFICANT FINDINGS

There are no significant findings as a result of this examination.

HISTORY

The Company was created through legislation, West Virginia House Bills 601 and 2122 of 2002
and 2003, respectively, to provide medical professional liability insurance (“MPLI”) to physicians
in West Virginia (WV). The creation was in response to a market crisis in professional liability

insurance for West Virginia physicians.

The Company was initially incorporated in West Virginia as a mutual insurer under the name West
Virginia Physicians Mutual Insurance Company on August 29, 2003 and commenced business on
July 1, 2004. The Company adopted its current name in June 2006. The Company assumed certain
assets and liabilities of the Board of Risk Insurance Management (“BRIM”), which had previously
provided MPLI to physicians. The Company assumed all applicable policies previously carried by
BRIM from 2002 going forward.

As a mutual insurer, the Company is owned by its policyholders. The Company has no affiliates
and is not part of a Holding Company System. The Company remains the leading provider (based

on market share of direct premium written) of MPLI coverage in the State of West Virginia.

During the examination period, there were two amendments to the Company’s Bylaws, and one

amendment to its Articles of Incorporation.

¢ In 2016, the Articles of Incorporation were amended to remove the term “nonprofit” from

Article III, remove the obsolete provision limiting the Company from writing outside the
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state until the debt was repaid to the State of West Virginia, and updated and revised
headings.
e In 2016, the Bylaws were amended to remove reference to the Nonprofit Corporation Act.
e In 2018, the Bylaws were amended to remove the obsolete requirement for a Dean of a
West Virginia school of medicine to serve on the Company’s Board of Directors (“Board”),
changed the requirements for the composition of the Board clarifying and modifying other
terms and headings, and changing the requirement for the Audit Committee and the

Compensation Committee to “at least” three directors.

Capitalization
West Virginia House Bills 601 and 2122 of 2001 and 2003, respectively, provided the Company

with initial capital and surplus of $31,000,000 through the issuance of a surplus note to the state
of WV and one-time assessments of insurance carriers and physicians licensed in West Virginia.

The company repaid the final $8,000,000 of the surplus note on January 8, 2009.

Dividends to Policyholders
Dividends to policyholders are determined based on financial results and surplus levels, and are

expensed as declared by the Board of Directors. During the examination period, the following

dividend activity occurred:

On December 2, 2018 the Company declared a dividend in the amount of $1,495,320 in accordance
with Chapters 31 and 33 of the State of West Virginia Code. The dividends were distributed to

policyholders prior to December 31, 2018 and are deductible for federal income taxes.
On December 2, 2016 the Company declared a dividend in the amount of $999,857 in accordance

with Chapters 31 and 33 of the State of West Virginia Code. The dividends were distributed to

policyholders prior to December 31, 2016 and are deductible for federal income taxes.
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On December 3, 2014 the Company declared a dividend in the amount of $6,250,144 in accordance
with Chapters 31 and 33 of the State of West Virginia Code. The dividends were distributed to

policyholders prior to December 31, 2014 and are deductible for federal income taxes.

The Company did not declare or pay dividends in 2017 or 2015.

Mergers and Acquisitions
There were no mergers or acquisitions during the examination period.

Significant changes in key trends
As a result of physician retirements and hospital/physician consolidations in West Virginia, the

insured base has been gradually declining. As a result, net premium written has declined in each

of the last five years as shown below:

NET PREMIUM WRITTEN
2018 2017 2016 2015 2014
$14,884,357 $15,710,711 $17,104,145 $18,374,502 $20,653,537

MANAGEMENT AND CONTROL

BOARD OF DIRECTORS

The Company’s Third Amended and Restated Bylaws provide for a Board of Directors to be
composed of not less than eleven persons and not more than thirteen persons. The Bylaws of the
Company follow the requirements of W. Va. Code §33-20F-5. The Bylaws were amended in
February 2018 to remove the requirement for one director to be a dean of a West Virginia school
of medicine, increased the required number of physician board members from five to six, and
allowed the Board, upon majority vote, to add at least two additional directors to the annual ballot

of directors beyond the initial eleven directors.

7

West Virginia Offices of the Insurance Commissioner



The current required composition of the Board is:

¢ Six directors who are physicians licensed to practice medicine in this state by the Board of
Medicine or the Board of Osteopathy, including at least one general practitioner and one
specialist (“Physician Directors”).

e Three directors who have substantial experience as an officer or employee of a company
in the insurance industry;

e Two directors with general knowledge and experience in business management who are
officers and employees of the Company and are responsible for the daily management of
the Company; and

e Additional Directors. In addition to the eleven directors noted above, the Board of
Directors, upon majority vote, may add on any annual ballot of directors at least two

directors.

Directors are elected at the annual meeting of the policyholders held on the first Wednesday in
May and serve staggered, four-year terms, or until their successor is elected and qualified. Mid-
term vacancies are temporarily filled by the Board until the next annual meeting of the
policyholders, at which time the policyholders elect an individual to fill the remaining portion of
the term. The Board is required to elect a chairman who presides at the meetings of the Board of

Directors and the policyholders.
As of December 31, 2018, the Board was comprised of eleven individuals, seven of which were

physicians rather than the historical six, due to Dr. Wallace moving out of the physician category

and into the Company officer category.
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